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EXECUTIVE SUMMARY

During the late spring and early summer of 1988, the United
States experienced one of the worst droughts of the century.
Record rainfall deficits and extreme temperatures in large parts
of the country resulted in sharp declines in the supply and
increases in the price of basic farm commodities. Although
prices paid to farmers are only one component of the ultimate
costs to consumers for food, there was concern that sharp
increases in commodity prices would translate into higher retail
costs.

In response to such concerns, the Disaster Assistance Act of 1988
(Public Law 100-387) directed the U.S. Department of Agriculture
(USDA) to survey food and commodity prices as of December 1988 to
determine the effects of the drought and related conditions on
recipients of Federal nutrition benefits and recommend
appropriate actions that may be taken by the Secretary or
Congress. This report presents the results of that analysis.

Retail food prices increased more rapidly in 1988 than in 1987.
The cost of food purchased for home consumption--based on the
Consumer Price Index (CPI) for food at home--increased 5.6
percent from December 1987 to December 1988, compared to an
increase of 3.5 percent the previous year. Because food costs
are one of the more volatile sectors of the economy, the
comparison of year-end to year-end changes can overstate the
underlying trend. The average cost of food at home--using the
CPI for food at home averaged over the calendar year--was 4.2
percent higher than the average in 1987. Nearly half of the
increase during 1988 occurred in the first half of the year,
even before the full effects of the drought occurred. Between
June and December 1988, the cost of food at home increased 2.8
percent, only slightly above the 2.7 percent increase between
December 1987 and June 1988.

Drought-induced crop reductions and subsequent price increases
for some farm commodities accounted for only a small portion of
the increase in food prices during 1988. The effect of the
drought on consumer food prices was smaller than might have been
expected given the severity of the drought, the steep declines in
major crop production reported during 1988, and the size of the
increases in consumer food costs over the last six months of the
year. The drought added about four-tenths of a percentage point
to the increase in retail food prices during the last half of
1988. Measurable price increases occurred in three food groups
because of the drought: fruits and vegetables, cereal and bakery
products, and fats and oils. A combination of factors--including
the onset of late summer and early fall rains, the diversity of
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the U.S. food supply, the sale of stored crops carried over from
previous years, and the relatively small contribution of farm
prices to retail food prices--dampened the drought's effect on
food prices.

Given the small contribution of the drought to changes in overall
food prices, the consequences for domestic food assistance
programs and participants were minimal. Each USDA food
assistance program includes features which respond to changing
food prices. Specifically, food stamp benefits and Federal
subsidies to school food service programs are regularly indexed
to accommodate changing food prices. In other programs, the
effects of price changes are more indirect, influencing the
availability of commodities, or the number of people served with
a fixed grant.

Food stamp benefits were last updated on October 1, 1988,
increasing the maximum benefit for a family of four to $300.
(This update included a 0.65 percent increase enacted in the
Hunger Prevention Act of 1988.) The actual cost of the Thrifty
Food Plan (TFP) for a family of four in December 1988 was
$309.00, an increase of 3.7 percent since June--the reference
point for the cost-of-living adjustment~--when the TFP was
$298.10. While the 6-month increase is larger than in recent
years, only a portion of the higher cost of the TFP--about nine-
tenths of a percentage point--can be attributed to the drought.
The balance reflects an unavoidable difference between maximum
allotments and the current cost of the TFP under any schedule of
retrospective cost-of-living adjustments. Even with the drought,
food stamp benefits relative to the December TFP are about equal
to the average over the last ten years.

The cost of the TFP increased faster, and the effect of the
drought was larger, than the broader measure of the cost of food
at home embodied in the CPI. These differences can be traced to
differences in the composition of the TFP and CPI market baskets.
The categories of fruits and vegetables, cereals and bakery
products, and fats and oils make up nearly 60 percent of the TFP
and only 30 percent of the CPI market basket. These are the
foods most affected by the drought. The combination of faster
price increases in more heavily weighted food groups pushed up
the cost of the TFP more rapidly than the CPI for food at home.

Most beneficiaries of school food service programs--namely,
children from low-income families--are largely unaffected by
changes in food costs whether caused by the drought or by other
factors. About 41 percent of the meals served under the National
School ILunch Program and 83 percent of the meals served under the
Breakfast Program are served free to children from families with
income less than 130 percent of the poverty line; another 7
percent of the lunches and 5 percent of the breakfasts are served
at a reduced price (which cannot exceed 40 cents for each lunch
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and 30 cents for each breakfast) to children from families with
income more than 130 percent but less than 185 percent of the
poverty line. These children are entitled to these benefits
regardless of changing food prices. The reimbursement rates to
meal providers were last adjusted in July 1988 based on price
changes through May--before the onset of the drought--and will be
adjusted again in July 1989. The 1988 increase in the index used
to adjust these rates, however, was actually less than the
average of the last 10 years.

In grant programs such as the Special Supplemental Food Program
for Women, Infants and Children (WIC), the number of participants
served is a function of the cost of the food package. Food price
inflation does not affect the benefit offered to participants but
raises the cost of benefits for each recipient and thereby
affects the number that can be served by the appropriation
provided.

In practice, however, the drought had only a small influence on
the number of participants served. The average WIC food package
is dominated by foods unaffected by the drought (infant formula,
milk, cheese, and juice). Although cereal and bakery products
were affected by the drought, cereal accounts for only 11 percent
of the average WIC food package. Thus, drought-induced increases
in cereal prices could have increased food package costs by only
0.2 percent between June and December. This effect was extremely
small in comparison to the effects of cost containment efforts
(notably infant formula rebates) which tended to lower the
average cost per recipient and free funds to serve additional
participants within the appropriation.

While the total value of commodities distributed through all of
the domestic food assistance programs fell about 15 percent in
1988 compared to 1987, the reduction was largely unrelated to the
drought. Changes in farm policies and market conditions that
discouraged overproduction and reduced government acquisitions
had significantly reduced the supply of excess commodities
available for distribution well before the onset of the drought.
The drought had some effect on the types of commodities available
for donation, but USDA was able to substitute more readily
available items to minimize the effect of the drought.

While no additional special responses to the drought beyond those
already taken are necessary or recommended, USDA will continue to
monitor consumer food prices. Last year's production losses mean
that crop supplies are tighter than they have been for some time.
If the drought persists through another year, commodity and
retail food prices could increase more rapidly than currently
expected.



Introduction

During the late spring and early summer of 1988, the United
States experienced one of the worst droughts of the century.
Record rainfall deficits and extreme temperatures in large parts
of the country resulted in major crop yields significantly lower
than expected. Sharp declines in the supply of basic farm
commodities were expected to lead to higher prices for those
commodities. Although the prices paid to farmers are only one
component of the ultimate costs to consumers for food, there was
concern that sharp increases in commodity prices would translate
into higher retail costs. Food price increases would affect all
consumers but, it was feared, would have a particularly serious
effect on low-income families and others with limited resources
who rely on Federal food assistance programs to help meet their

nutritional needs.

In response to such concerns, the Disaster Assistance Act of 1988
(Public Law 100-387) directed the U.S. Department of Agriculture
(USDA) to survey food and commodity prices as of December 1988 to
determine the effects of the drought and related conditions on
recipients of Federal nutrition benefits. In addition, the Act
required the Department to assess the adequacy of benefits under

Federal nutrition programs with respect to any food price



inflation that occurred because of the drought and recommend
appropriate actions that may be taken by the Secretary or

Congress. This report presents the results of that analysis.

Retail food prices increased more rapidly in 1988 than in 1987,
but drought-induced crop reductions and subsequent price
increases for some farm commodities accounted for only a small
portion of the increase. The cost of food purchased for home
consumption increased 5.6 percent from December 1987 to December
1988, compared to an increase of 3.5 percent the previous year.1
Between June and December 1988, the cost of food at home

increased 2.8 percent.

While food prices increased faster during 1988 than they have in
recent years, last summer's drought offers only a partial
explanation. The drought added about four-tenths of a percentage
point to the increase in the last half of 1988. A combination of

factors--including the onset of late summer and early fall rains,

1 fThis increase is the percentage change in the Consumer
Price Index (CPI) for food at home (all urban consumers). The
average cost of food at home in 1988--using the CPI for food at
home averaged over the calendar year--was 4.2 percent higher than
the average in 1987 compared to a 4.3 percent increase the year
before. The annual average smooths out some of the monthly price
fluctuations that obscure the underlying trend in food prices.
The December to December change is reported here to conform to
the Congressional directive to survey food prices as of December
1988. Unless otherwise indicated, the reference period
throughout this report is a calendar, rather than the Federal
fiscal, year.



the sale of stored crops carried over from previous years, the
relatively small contribution of farm prices to retail food
prices, and the diversity of the U.S. food supply--dampened the
drought's effect on food prices. As a consequence, the effect of
the drought and related conditions on the recipients of Federal

nutrition benefits was reduced.

The following sections of this report describe: (1) the extent
of the drought, (2) its effect on farm production and commodity
prices, (3) the extent of consumer food price increases over the
course of 1988, (4) the contribution of the drought to those
increases, and (5) the effect of drought-induced food price
increases on Federal domestic food assistance programs and

recipients.

The Drought of 1988

The drought of 1988 was one of the worst on record for the
central United States and adversely affected many other areas.?
The area of the contiguous United States with severe or extreme
drought was smaller than the great droughts of the 1930's and
1950's. However, the precipitation deficits and extreme heat

were especially pronounced during early vegetation and critical

2 This description of the drought and its effects on

agricultural production is taken from The Drought of 1988: Final

Report of the President's Interagency Drought Policy Committee,
December 30, 1988.



reproductive crop growth stages in the Northern Plains and
Midwest, resulting in record or near-record reductions from
normally expected yields for major crops. Drought conditions
continued from previous years for the Southern Appalachian and
Tennessee Valley regions, resulting in record precipitation
deficits in those regions. The Southwest was the only region

with above-normal precipitation.

Large parts of the Midwest, South, and Northern Plains received
less than half of normal precipitation between April 1 and

June 30, 1988. In general, wide bands adjoined these areas where
the rainfall was 50 to 75 percent of normal. July rains helped
ease the extreme deficits in the Delta Southeast and eastern
Cornbelt. However, the drought continued to intensify in parts
of the western Cornbelt and Northern Plains. Beginning in August
and continuing into September, the geographic coverage of the
drought declined considerably, albeit too late to alleviate
extensive damage to the spring wheat, feed grain, and soybean
crops. Favorable rains in many parts of the country during
August were accompanied by extremely high temperatures in the
East and Midwest, leaving subsoil moisture levels very low. The
lack of significant rainfall into September over parts of
Illinois, Iowa, and Montana added to the severe conditions in

those areas.



Favorable rains in September sharply reduced the areas with
extreme rainfall deficiencies. By the end of September, the
drought, which had at one time stretched from Oregon across the
northern tier of States through the Great Lakes to the Mid-
Atlantic coast and curled back to east Texas, had broken up
considerably. Still, in many areas the amount of rainfall did
not reverse trends of diminishing subsoil moisture. Because of
large soil moisture deficits in the Northern Plains and parts of
the western Cornbelt, those regions will likely enter the 1989

growing season with less than normal soil moisture.

The Effect of the Drought on Farm Production and Prices

Hot, dry weather during critical growing stages damaged crops and
reduced yields. Indicative of the drought's severity, the 1988
average corn yield was 31 percent below trend, the largest drop
since the mid-1930's, and the soybean yield was 17 percent below
trend, the largest decline over the past 60 years. Based on
January 1989 conditions, 1988 spring wheat production was down 54
percent from 1987, corn production was down 30 percent, feed
grain production was down 31 percent, soybean production was
down 20 percent, and total wheat production was down 14 percent.
Although the year's grain and soybean harvests were reduced by
the drought, total supplies, including relatively large stocks
carried over from 1987, were adequate to meet domestic and

foreign demand.



Although most fresh vegetables are produced under irrigation in
California during the summer, significant vegetable volume is
produced across the United States. The drought's greatest
effects on U.S. vegetable crops were on dry edible beans (down 26
percent), potatoes (down 9 percent), green peas, sweet corn, and
snap beans for canning. The effect on total production of fruit
was small. Other major crops such as rice were largely

unaffected by the drought.

The drought's effect on livestock was moderated by Government
actions to bolster forage and feed supplies. Hay production in
1988 dropped 15 percent but would have been'even lower if haying
had not been permitted on acreage previously idled under acreage
reduction and conservation reserve programs. Short forage
supplies caused some producers to sell cattle during June and
July; some were sold for slaughter and others went to producers
with forage available. Both cattle and hog slaughter in 1988
were about 1 percent larger than expected, reflecting producers'’

reactions to smaller forage supplies and rising grain prices.

Farm prices for a number of commodities increased in 1988. A
combination of drought-reduced crop yields, strong consumer

demand for crop and animal products, and other factors pushed
prices for farm food commodities up an average of 3.7 percent

from 1987 and 9.6 percent between December 1987 and December



1988, but some sectors increased more rapidly than others. The
farm value of poultry, eggs, cereal and bakery products, and fats

and oils all increased about 30 to 35 percent.

Consumer Food Prices in 1988

Overall retail food prices increased more rapidly in 1988 than in
1987, but drought-induced crop reductions and subsequent farm
commodity price increases accounted for only a small portion of
the increase. Table 1 summarizes changes over the course of 1988
for four measures of retail food prices--the Consumer Price Index
for food at home, for food away from home, and for all food; and
the Thrifty Food Plan (TFP)--plus a measure of overall price

inflation.3

The cost of food purchased for home consumption (measured by the
CPI for food at home) increased 5.6 percent from December 1987 to
December 1988, compared to a 3.5 percent increase from December
1986 to December 1987. The cost of food purchased for
consumption away from home increased 4.4 percent in 1988,
compared to 3.6 percent the year before. Overall food prices

increased 5.2 percent in 1988, compared to 3.5 percent in 1987.

3 The Thrifty Food Plan is a nutritious, low-cost food plan
developed by USDA's Human Nutrition Information Service. It is
composed of different types of food households might buy, or
obtain from other sources, to provide nutritious meals and
snacks. The cost of the TFP for a family of four (a couple ages
20 to 50 years and children ages 6 to 8 and 9 to 11 years) is
used to set food stamp allotments.
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Table 1. Consumer food price changes in 1988
December June December Percent Change
1987 1988 1988 Dec-Dec June-Dec
Thrifty Food Plan $290.60 $298.10 $309.00 6.3% 3.7%
Consumer Price Index
(1982-84 = 100)
Food at Home 112.8 115.8 119.1 5.6% 2.8%
Food away from Home 118.9 121.5 124.1 4.4% 2.1%
All Food 114.7 117.6 120.7 5.2% 2.6%
All Items 115.4 118.0 120.5 4.4% 2.1%

Source: USDA Human Nutrition Information Service and Bureau of Labor

Notes:

Statistics

The cost of the Thrifty Food Plan is for a family of four

consisting of a couple, age 20-50 years, and children, ages
6-8 ard 9-11 years. The Consumer Price Index is for all

urban consumers and is not seasonally adjusted.



Finally, the cost of the TFP for a family of four increased 6.3
percent from December 1987 to December 1988, compared to 4.2

percent in 1987.4

Each summary measure represents a different aspect of the retail
market for food. Each consists of a "market basket" of
particular foods. The varying rates of increase among these
measures over the course of 1988 reflect the differences in (1)
the composition of the market baskets and (2) the pace of
inflation for the components of each. The CPI for food at home,
for example, reflects the average consumption patterns of all
urban consumers. The TFP, on the other hand, more closely
reflects the average consumption patterns of low-income families
and individuals.® The cost of these two market baskets will

diverge to the extent some food prices increase faster or slower

4 Food costs are one of the more volatile sectors of the
economy. Comparing month-to-month changes in food prices can
overstate the underlying trend. For most analyses it is more
appropriate to look at the average change in prices from one year
to the next rather than the change from December to December.

The Congressional directive to survey food prices as of December
1988, however, implies an interest in the pattern of price
changes throughout the calendar year and especially during the
last half of the year after the onset of the drought. By way of
comparison, the average CPI for food at home in 1988 was 4.2
percent higher than the year before, the CPI for food away from
home was 4.1 percent higher, the CPI for all food was 4.1 percent
higher, and the average cost of the TFP for a family of four was
4.6 percent higher. The changes in the annual averages are
smaller than the December-to-December changes in every instance.

5 The composition of the TFP market basket, however, is also
constrained by the need to meet certain dietary standards at a
given cost. Thus, the TFP does not reflect actual consumption
patterns of low-income persons perfectly.
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than others. The somewhat larger increase in the cost of the TFP
implies that it is weighted more heavily towards foods that
experienced larger price increases in 1988 than the CPI. Few
families or individuals, of course, actually buy the market
basket in either of these indexes, so the prices paid by any
particular consumer may have risen faster or slower than the
average. In addition, consumers can lessen the effect of food
price increases by substituting less expensive items for foods

with larger price increases.

About half of the total increase in food prices during 1988
occurred in the first half of the year. The broadest measure of
the consumer's cost of food purchased for home consumption--the
CPI for food at home--increased 3.0 points between the end of
1987 and June 1988, and 3.3 points between June and December
1988; 48 percent of the total increase for the year occurred in
the first six months. Similarly, the CPI for food away from home
increased 2.6 points in both halves of the year. The rise in the
cost of the TFP for a family of four, however, accelerated in the
second half of the year. The TFP increased $7.50 between
December 1987 and June 1988 and $10.90 between June and December
1988. Thus, 41 percent of the total increase for the year
occurred in the first six months and 59 percent occurred in the
second. During the last half of 1988, the TFP for a family of

four increased 3.7 percent, the cost of food at home increased
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2.8 percent, and the cost of food away from home increased 2.1
percent.6 These differences across the measures of food costs
again reflect the differences in the composition of the

underlying market baskets.

While food prices increased faster during 1988 than they have in
recent years, the increases during 1988 were about average
compared to the historical trend of food price inflation over the
last 10 years. Table 2 presents the percent change in each of
the indicators of consumer food prices for 1988, for the 10-year
period from 1978 to 1987, and for selected years during that
decade in which inflation was particularly high or particularly
low. The increases seen in 1988 are comparable to the average
for the previous decade--higher for the cost of food at home and
the TFP and lower for food away from home and all consumer goods.
The most recent increases are substantially less than those seen
in the highly inflationary years of the late 1970's although
higher than in the low inflation years of the early to mid-

1980's.

The Effect of the Drought on Consumer Foo jces

The drought was only one of many factors which influenced food

prices in 1988. The complex interactions between various

6 June is used as a reference point in this discussion
because of its importance for setting food stamp allotments.
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